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COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMISSION
AT RI CHMOND, DECEMBER 21, 2000
APPLI CATI ON OF
VERI ZON SOUTH | NC. CASE NO. PUC000265
For approval of its

Plan for Alternative Regul ation

ORDER APPROVI NG PLAN

On Cct ober 2, 2000, Verizon South Inc. ("Verizon South" or
"Conpany") filed the above-captioned application with the State
Cor poration Conm ssion ("Comm ssion”). The Conpany requested
t he Comm ssion approve a Plan for Alternative Regul ation
("Plan") for the Conpany that enploys a price indexing mechani sm
simlar to those previously approved for Verizon Virginia |Inc.
and the Sprint |ocal exchange tel ecomuni cations conpani es,

Uni ted Tel ephone- Sout heast, Inc. and Central Tel ephone Conpany
of Virginia.

Verizon South asserted that its proposed Plan, which it
attached to its notion, nmet the statutory requirenents for
approval and was in the public interest. The Conpany
represented that it worked extensively with the Staff of the
Conmi ssion to devel op the Pl an.

The Plan's nmjor provisions cap prices for Verizon South's

basi c | ocal exchange tel econmunications services to January 1,


http://www.state.va.us/scc/contact.htm#General

2004, and permt (but not require) increases to these services
at no nore than one half the change in the Gross Donestic
Product Price Index thereafter. For services classified as

di scretionary, price increases would be limted to no nore than
10% per year. The Plan also provides that no price increases
will be permtted unless Verizon South is neeting Conmm ssion
standards for service quality and reliability.

On Cctober 18, 2000, we issued our Order for Notice and
Comment inviting interested parties to file comments or requests
for hearing on the application. Comrents, but not requests for
hearing, were received fromthe Ofice of Attorney General,

Di vi sion of Consumer Counsel ("Consuner Counsel™) and AT&T
Communi cations of Virginia, Inc. ("AT&T").

Nei t her Consumer Counsel nor AT&T opposed the adoption of
t he proposed Pl an, though AT&T noted that it contained features
conparabl e to those that AT&T found objectionabl e when simlar
pl ans were adopted in Case No. PUC930036 for Bell Atlantic-
Virginia and the Sprint conpanies.! These include the mechani sm
wher eby revenue-neutral changes nmay be nmade in rates; an all eged

deficiency in the productivity sharing nmechani sm and the

1 Commonweal th of Virginia ex rel. State Corporation Conmi ssion, Ex parte: In
the matter of investigating tel ephone regulatory nethods pursuant to Virginia
Code § 56-235.5, etc., 1994 S.C.C. Ann. Rep. 262 (Final Order, October 18,
1994).




failure of the Plan adequately to prevent subsidization of
conpetitive services with revenues from nonopoly services.

Consuner Counsel opined that we should convene a "going-in"
rate case for Verizon South, or else "evaluate —before
approvi ng the plan —whether the going-in rates are appropriate
and do not harm consumers” on the basis of evidence to be taken
at a hearing. Consuner Counsel also requested that we expressly
recognize, if problens with the Plan arise, that we will issue
noti ce and convene a hearing pursuant to Code 8§ 56-235.5 D "to
determine if [the] alternative plan is failing to neet |ega
requi rements or expectations."

NOW THE COWMM SSI ON, upon consi deration of the application
the comments thereto, and the applicable statutes and rul es
finds that the Plan as proposed shoul d be adopted and approved
for use by Verizon South on and after January 1, 2001.

W have exam ned the revenues of the Conmpany annually since
it entered its current Plan of Alternative Regul ation on
January 1, 1995, through the nechanismof its annua
informational filings ("AIFs"). On Friday, Decenber 15, 2000,
we approved a $200 million refund to the Conmpany's custoners
based on a settlenment negoti ated between our Staff, Consuner

Counsel, AT&T, and the Conpany, resolving all issues in each AF



case that remmined pending.? Since it entered its origina
alternative regulatory plan, GIE South (as the Conpany was then
known) has al so undergone one conprehensive general rate case,?
which resulted in approximately $27 million in rate reductions.
Late | ast year, we approved the nerger of Bell Atlantic
Cor poration and GIE Corporation, the parent conpanies of,
respectively, the entities now known as Verizon Virginia |Inc.

and Verizon South Inc.?

Due to conditions inposed by the

Comm ssion on the nerger, Verizon South will experience certain
reductions to its revenues as a result of the expansion of |ocal
calling areas for many of its custoners and from adjustnents to
rates in its former Southwest operating territory to align those
custoners' rates with those paid by simlarly situated custoners
in the rest of the newy nmerged conpany. These two changes
will, in our analysis, |ower the Conpany's revenues by

approximately $15.5 mllion on an annual basis. Additionally,

t he Conpany has agreed to advance the depl oynment of certain

2 Application of Verizon South Inc., Annual Informational Filings, Case

Nos. PUC960134, PUC970071, PUC970072, PUC980098, PUC990121, PUC000192,
PUC000266 (Order Approving Joint Agreenent and Requiring Refund, Decenber 15,
2000) .

3 Application of GIE South Incorporated, For revisions to its |ocal exchange,
access, and intralLATA |ong distance rates, Case No. PUC950019, 1997 S.C. C.
Ann Rep. 216 (Order, August 7, 1997), aff'd sub. nom GIE South Incorporated
v. AT&T Conmuni cations of Virginia, Inc. et al., 259 Va. 338, 527 S.E. 2d 437
(March 3, 2000).

4 Joint Petition of Bell Atlantic Corporation and GITE Cor porati on For Approva

of Agreenent and Plan of Merger, Case No. PUC990100 (Final Order
Novenber 29, 1999)




enhanced network features in its service area. Specifically, it
will make its Customer Local Area Signaling Services avail able
to all custoners within 24 nonths after the nerger and, further,
t he Conpany agreed to specific annual mninmmlevels of plant
investnent in Virginia in years 2000-02.

Finally, earlier this nonth we approved a negoti ated
reduction in Verizon South's access revenues.® As a result of
this action, the Conpany will experience a cunul ative revenue
reduction over a five-year period of nore than $100 mlli on.

The initial rate reductions effective January 1, 2001, wll
reduce the Conpany's access charge revenues by approxi mately

$6 mllion in that year. Further rate reductions will be

i npl emented for each of the next four years thereafter. At the
end of the 5'" year, access revenues will be approxi mately

$36 mllion I ower than they are today.

W recite these facts to denonstrate both that the
Conmpany's rates have been re-established through a general rate
proceedi ng to just and reasonabl e | evels subsequent to its entry
intoits current Plan of Alternative Regulation and that its
rates have been substantially reduced further by succeeding

regul atory actions. W have anal yzed the effect of these

5> Commonweal th of Virginia ex rel. State Corporation Conmi ssion, Ex parte, In
re: Investigation of the appropriate |level of intrastate access service
prices of Verizon South Inc., Case No. PUC000283, D.C.C. No. 001210230 (Fi nal
Order, Decenber 7, 2000).




reductions and are satisfied that given the reductions over the
next five years, the rates and price increase provisions of the
Pl an shoul d be appropriate for the foreseeable future.

We are not persuaded by AT&T's specific criticisns of the
proposed plan, which in |large neasure restate its objections to
the original price cap plans. There are factors in the current
ci rcunstances and in Verizon South's Plan that do not appear in
the Verizon Virginia and Sprint plans and which are refinenents
to these original price cap plans. Forenpst is the agreenent by
the Conpany that it will not be eligible for any rate adjustnent
unless it is nmeeting all service quality rules now or hereafter
pronul gated. AT&T asserts that the price change mechanismin
the Plan does not allow custoners to share in decreasing costs
fromall productivity gains. Wile true, the cunul ative access
charge reductions over the next several years serve to offset
the potential enhancenent to the Conpany's revenues fromthe
"productivity” nmechani sm

Wth respect to the "revenue-neutral" price change
mechani sm we note that there have been only two i nstances when
Verizon Virginia or the Sprint conpanies have successfully used
this feature of their Plans. The inclusion of the specific
| anguage in Paragraph R of the Plan to forbid inclusion of
access prices in any revenue-neutral change is a positive

refinenent as well. W find that the Plan neets all the



requirenments set forth in 8§ 56-235.5 of the Code of Virginia and
its adoption is in the public interest.

Accordingly, IT 1S THEREFORE ORDERED THAT:

(1) The Verizon South Inc. Plan for Alternative Regul ation
attached hereto is approved and shall be effective as of
January 1, 2001.

(2) Verizon South shall notify the Conmm ssion, by letter
addressed to the Director of the Division of Communications, of
any el ection to adopt the Plan approved herein not |ater than
five (5) days prior to its proposed inplenentation date.

(3) There being nothing further to conme before the

Commission in this case, this matter is di sm ssed.



